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SWEDEN: KEY ECONOMIC INDICATORS 


All values converted to million U.S. dollars and rounded. 


1980 


GDP BY COMPONENTS 


Private Consumption 63,150 
Total Public Consumption 6 , 36 
of which: Central Government 11,270 
Gross Investment 24,920 
Inventory Formation *** ° 

Exports, incl. services 36,710 
Imports, incl. services 9,660 
GDP at Current Prices 123,030 
GDP at Constant 1975 Prices 75,300 


MEMORANDUM ITEMS (annual averages except as stated) 


Exchange Rate: SEK per U.S. $1.00 

Central Bank Discount Rate, Year-End and 10/16/81 
Yield on Industrial Bonds 

Labor Force (in thousands) 

Average Unemployment Rate 


Industrial Production: Volume 
Real Disposable Income 
Average Hourly Earnings 
Producer Prices 

Consumer Prices 


TRADE AND BALANCE OF PAYMENTS 


Exports, f.o.b. 

Change in Volume of Exports 

U.S. Share of Value of Exports 

Imports, c.i.f. 

Change in Volume of Imports 

U.S. Share of Value of Imports 

Balance of Trade 

Balance on Current Account 

Balance on Capital Account 

Foreign Exchange Reserves, Year-End and 9/30/81 


1979 1980 1981 (est.) * 


PERCENTAGE CHANGE IN VOLUME 
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PERCENTAGE CHANGE 
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Main imports from _ U.S. (1980): Machinery, appliances, and telecommunications 


equipment, 9783; Chemicals, pharmaceuticals, and plastic materials, 2413; Foods, 
beverages, and tobacco, 182; Instruments and optical goods, 177; Motor vehicles and 
other means of conveyance, 1223; Coal and coke, 88; Metallic ores and metal scrap 83. 


Sources: Swedish Ministry of the Budget and Economic Affairs; Central Bank; Central 
Bureau of Statistics; Economic Research Institute; and Labor Market Board. 
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Official forecasts of early October 1981. 
Estimated average for 1981. 
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The change is expressed as a percentage of the preceding year's GDP. 





1. SUMMARY 


Sweden devalued by 10 percent against its fifteen main trading partners’ 
currencies on September 14, 1981. To mitigate the inflationary impact, the 
Government decreed a price freeze until at least December 20, and proposed 
that the value-added tax be reduced and that various budget cuts be 
accelerated. The latter two measures require legislation, but seem likely 
to squeak through. 


Production in 1980 totaled SEK 519.2 billion (about $123 billion). The 
latest official estimate for 1981 points to a slight growth in volume terms 
of 0.2 percent, to $102.8 billion at the new exchange rate. 


Foreign trade has been in surplus for most of 1981, due more to lessened 
imports than increased exports, but a small deficit is expected for the year 
as a whole. The devaluation seems likely to help bolster real export 
earnings in 1982 by 8 percent over their 1981 total, while helping to 
restrain import payments to about 3 percent more than their 1981 amount. 


Government spending has begun to decelerate, but still amounts to nearly 
two-thirds of GDP. This high proportion, and the Government's policy of 
maintaining employment by heavily financing ailing industries, have been 
criticized by the OECD. 


_The Government predicts that gross investment will fall somewhat in 1982. 

It is holding a very tight rein on investments by central and local 
governments. Investments in housing construction are expected to decline by 
about 5 percent. The volume of investments in industry is expected to 
remain unchanged compared with 1981. The Government is hopeful that the 
devaluation, investment stimulation in the form of tax deductions, and 
improved profit levels will prepare the ground for general improvement in 
industrial investment in the years ahead. 


Real disposable incomes in 1982 will fall by about 1.5 percent, according to 
the Government's post-devaluation forecast. It also predicts that private 
consumption in 1982 will decline to the same extent. 


As measured by the Consumer Price Index, inflation by the end of September 
was 9.2 percent over the level at the start of 1981. For 1981 as a whole 
the CPI seems likely to be up by about 12 percent. The Government estimates 
an inflation rate of 6 to 8 percent in 1982. 


(NOTE: The exchange rate between the dollar and the Swedish crown has 
varied widely. Throughout this report the rate of $1 equals SEK 4.22 is 
used for 1980, and $1 equals SEK 5.06 for 1981.) 





wis 


The devaluation has reduced American exporters' price-competitiveness 
vis-a-vis some of their major rivals, and has made it more than ever 
necessary for American exporters to compete by stressing quality, servicing, 
and other non-price factors. Capital and intermediate production items 
appear to have better sales prospects than consumer goods, but some consumer 
goods still have particularly good or improving prospects. 


2. PRODUCTION 


Sweden's GDP in 1981 is officially expected to rise (in 1980 prices) by only 
0.2 percent to SEK 520.2 billion ($102.8 billion), but other data and polls 
of numerous firms indicate that even this is overly optimistic. In the 
first quarter of 1981 (latest available statistics) production, measured in 
1975 prices, was 0.5 percent ahead of the same period in the previous year. 
Preliminary data for April show a 5 percent drop in real terms, compared 
with April 1980, mainly in manufacturing. The data for May-July should 
prove higher than in 1980, but only because production during the 1980 
period was held down by the nationwide strikes and lockouts in May 1980. 


Declines of 1.3 percent in manufacturing and mining and 0.7 percent in 
construction are expected by the Statistical Bureau in 1981. These declines 
will more than offset expected increases, in real terms, in agriculture of 2 
percent, forestry of 1.5 percent, and energy production of 7 percent. 


A survey by the Economic Research Institute shows more than 2,000 firms 
believe current stocks are too large. They also report orders were down 
during the second quarter, mainly from domestic customers. On the whole the 
firms are planning to draw in some of their activities over the year. 


Construction firms generally expect a decline in their sector. The food, 
beverage and tobacco industry expects increasing export orders to be more 
than offset by a decline on the domestic market. In textiles, many firms 
report that stockpiles of both raw materials and finished products are too 
high, and most firms expect a continued decline on the home market and 
stagnation in export sales. In the important wood products industry, a 
third of the firms reduced production in the second quarter; most think 
stockpiles are too large, and report that orders are down. More optimistic 
is the paper and pulp industry, as orders are increasing. 


3. FOREIGN TRADE 


With exports of SEK 101.9 billion ($20.1 billion) and imports of SEK 102.3 
billion ($20.2 billion), Sweden's foreign trade showed a deficit of SEK 400 
million ($79 million) for the first nine months of 1981 (latest data, 
preliminary). For the year as a whole, however, the Government predicted 
after the devaluation that import payments would only slightly exceed export 
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earnings, SEK 145 billion vs. 143 billion ($28.7 billion and $28.3 billion, 
respectively). For reasons cited below, this estimate is considerably more 
optimistic than that of the April Revised Government Budget, which foresaw a 
deficit equivalent to about $1 billion. The Government expects the 
increased export competitiveness from the devaluation to help boost exports 
in 1982 to 8 percent in volume terms over the 1981 amount. Imports are 
expected to rise then by 3 percent. 


The better-than-expected trade balance since early 1981 is attributable 
principally to diminished imports of crude oil and petroleum products. 
Latest 1981 data, through August, show a 19 percent decline in the volume of 
crude oil imports, to 9.5 million tons. Refined oil imports were down 34 
percent to 5.7 million tons. In value, the data for both crude and refined 
products showed a decline of 6.8 percent from SEK 21.2 to 19.8 billion ($5 
to $3.9 billion) as compared with the same period in 1980. The volume 
declines are ascribable only partially to conservation--also significant 
have been the general decline in economic activity, increased drawdowns of 
stocks, and increased output of nuclear power. 


The Federation of Swedish Industries has been pessimistic about the future 
course of exports, which it expects to fall by 2.3 percent in volume in 1981 
as a whole, compared with 1980. However, the Federation is optimistic that 
the recent devaluation will help improve Sweden's export performance in 
1982. 


Most industrial exports are expected to rise, but those of both wood 
products and non-ferrous metals are expected to be slightly down. 
Pre-devaluation estimates for the first half of 1982 were for slight drops 
also in exports of iron and steel products and food products. 


Among the SEK 145 billion imports, those of iron and steel products were 
expected to decline in 1981 from SEK 6.1 to 5.3 billion ($1.4 to $1 
billion). Non-ferrous metals purchases are also expected to decline, from 
SEK 5.3 to 4.4 billion ($1.3 to $0.9 billion). The largest percentage 
decrease is expected in the importation of coal and petroleum products, 
anticipated at SEK 13.5 billion for 1981, down 14 percent from 1980. In 
dollar terms, this would be a drop by 27 percent to $2.7 billion. 


The United States ranks third among Sweden's suppliers, after West Germany 
and the UK, and it is Sweden's seventh-largest customer. 


4. BALANCE OF PAYMENTS 


The latest data from the Central Bank, covering the first half of 1981, 
show a deficit on current account of SEK 6 billion ($1.2 billion), and a 
surplus on capital account of SEK 11.9 billion ($2.3 billion). These data 
include an SEK 1,570 million ($310 million) trade surplus (which had turned 
to a deficit by August), a services deficit of SEK 5 billion ($986 million) 
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and a net outflow of transfer payments of SEK 2.6 billion ($0.5 billion). 
The Government's post-devaluation estimate predicts current account deficits 
of SEK 19 billion ($3.8 billion) in 1981 and SEK 20 billion ($4 billion) in 
1982. After the mid-September 1981 devalution foreign exchange reserves 
were valued at SEK 21.9 billion ($4.3 billion). 


Central Bank Governor Lars Wohlin in May predicted there will soon be a 
reduced need for foreign borrowing, due in part to the reduced oil import 
bill. 


5. PUBLIC SECTOR 


With a government budget plus social security expenditure of SEK 329.9 
billion ($65.2 billion) in the current fiscal year which ends June 30, 1982, 
the ratio of public consumption to GDP is over 60 percent, the highest among 
the 24 member countries of the OECD. This ratio has climbed from the 
50-percent level in the last five years, largely because of government 
assistance to ailing industries and other expenditures to maintain high 
employment. The Governor of the Central Bank noted in a recent talk that 
the central government paid out about SEK 50 billion ($9.9 billion) more to 
the municipalities in fiscal year 1980-81 than is reported in the budget. 
With this factored in, the public sector represents nearly three-quarters of 
GDP. 


Also rapidly increasing has been the deficit in the Government's budget, 
from SEK 51 billion ($12 billion) in fiscal year 1979-80 to an officially 
estimated (post-devaluation) SEK 77.9 billion ($15.6 billion) in the 
present fiscal year, which amounts to about 13 percent of GDP and 48 percent 
of revenues. This growth in the deficit has occurred despite several 
significant cuts in pension benefits and other programs since late 1980. 

The Government is committed to seeking Parliament's approval for another SEK 
12 billion in cuts in 1982. 


All of the four major political parties agree that a cut in income taxes is 
needed to stimulate the economy, and that the cut should substantially 
reduce the marginal rate--from the current maximum of 85 percent to 50 
percent. But three of the parties, together a large majority in Parliament, 
want the cut held off until after the September, 1982, national elections, 
and they have agreed that it should be effected at the start of 19833 the 
fourth party, the Moderate, insists the cut is needed now, and when its two 
partners in the ruling coalition refused to bend that way, the Moderate 
Party withdrew from the coalition last May. The Moderates are now insisting 
that the income tax cut be substituted for the Government's proposed cut 
this year in the value-added tax (see Financial, Section 8.) 
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The OECD Review of the Swedish Economy, published in July, was extensively 
commented on in the Swedish press so that the public is well aware of the 
unusually harsh criticism levied against the Government's economic 
policies. The report calls on the Government to further restrain public 
expenditure (and especially to further reduce aid to ailing industries), 
spur labor mobility and curb wage demands, in order to maintain export 
competitiveness (perhaps, it suggests, via tax reductions). 


6. CONSUMPTION 


The Government anticipates (post-devaluation) that private consumption will 
fall by 1.5 percent this year and by a similar amount in 1982. There are 
indications that the decline in 1981 will be as much as twice what the 
Government predicted. In the first six months (latest data), registrations 
of passenger cars were down 3.4 percent from the same period of 1980, and 
sales in retail stores for the first eight months of 1981 were down 2.5 
percent from the same period last year. 


All branches except clothing are expected to report lower than normal sales 
in 1981 as a whole. Among the causes: the sharp rise in the value-added tax 
in September, 1980; the reduction in real incomes under the nationwide wage 
settlement in February, 1981; and the rise in food costs as subsidies have 
been lowered since July 1, 1981. As the recent devaluation is to be 
accompanied by a lowering of the general value-added tax, if Parliament 
approves (see 8, below), the devaluation is not expected to depress retail 
sales. 


7. INVESTMENT 


The Government estimated in its presentation to Parliament of measures to 
accompany the devaluation that total investment will fall in volume by 2.7 
percent to SEK 102 billion ($20.2 billion) in 1981 and will fall by another 
1.2 percent in 1982, but expressed hopes for a rise thereafter. 


Central government investment in 1981 is expected to decrease in volume by 
7.6 percent, and local government investment by 1.1 percent. Investments in 
private agricuiture, forestry, and fishing are expected to rise by 3.4 
percent, but all other investment categories are expected to decline. 


After a poll in August of the leading firms, the Statistical Bureau 
estimated total investment in 1981 at SEK 109 billion ($21.8 billion). The 
prevailing high interest rates in the United States are widely blamed for 
the sluggish pace of investment in Sweden. 





8. FINANCIAL 


The Swedish krona (SEK) was devalued on September 14, 1981 by ten percent 
against the 15 currencies in the basket against which the Central Bank 
measures its national currency. The dollar's SEK rate rose from 5.18 to 
5.695 as a result of this move, but subsequently has been at levels mainly 
in the 5.45 - 5.55 range. Accompanying the devaluation was a public 
announcement of several measures geared to mitigate its inflationary 
effects. Some of these will require the approval of Parliament, which is 
currently considering them. They include a reduction of the value-added tax 
from 23.46 percent to 20 percent; an immediate price freeze for which the 
Government's authority expires on December 20, 1981; a speeded 
implementation of some previously decided budget cuts; and a new requirement 
that 25 percent of each company's profits over SEK one million ($198,000) be 
deposited with the Central Bank to be used for approved investments. 


Prior to the devaluation, the dollar had risen in the first eight months of 
1981 by more than 19 percent against the krona, while the krona was rising 
against the currencies of most of Sweden's other trading partners, including 
its two largest, West Germany and the United Kingdom. 


The Swedish Government floated two major loans in 1981. One, signed in 
London in April, was for $800 million plus 500 million in Special Drawing 
Rights from the International Monetary Fund (the first borrowing of SDRs by 
any country). The second loan, led by American banks, brought in a further 
$800 million in July. Accumulated official foreign borrowing was reported 
as SEK 48.9 billion ($9.7 billion) on September 7, 1981, a week before the 
devaluation. That measure has raised the amount tc about SEK 53.8 billion, 
depending on exchange rates at the times of repayment, or more than 50 
percent above the figure one year earlier. Almost all this borrowing dates 
back only to the last five years. Nonetheless, Sweden's creditworthiness 
remains good, according to banking sources. 


Sweden's Central Bank, which cracked down on business and personal lending 
in January, 1981, eased up slightly in March when the penalty rate charged 
to banks by the Central Bank was lowered from 17 to 16 percent. It was 
lowered further to 15 percent in July. The Central Bank further eased 
interest rates on October 14, when it announced the lowering of the 
rediscount rate from 12 to 11 percent, the penalty rate from 15 to 14 
percent, and the highest permitted average interest level for bank lending 
in SEK from 16 to 15 percent. The move followed clear indications of 
lowered interest rates in the Deutschmark and dollar markets, where the 
greater bulk of Sweden's trade is carried out. 


In addition to the banks, there are 110 finance companies whose holding of 
private debt ballooned to SEK 27.6 billion ($6.5 billion) by the end of 1980 
(latest data). Almost half this debt derives from credit cards, leasing and 
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factoring; the Central Bank is trying to curb the upward trend in these 
forms of credit and in installment buying. Among the measures adopted is a 
limit on all such credit in 1981 to 16 percent above the level of 1980. 


9. INFLATION 


The Consumer Price Index (CPI) had climbed by the end of September to 9.2 
percent over the end-of-1980 level. 


More increases in food prices are expected in October with the further 
withdrawal of some subsidies. The inflationary effect of the recent 
devaluation is being countered by a general price freeze and will also be 
offset by a lowering of the VAT, if passed in the Parliament. 


The national wage agreement reached in February included a clause which 
provides wage increases if the CPI--excluding increases in energy prices 
--rises by more than 9.4 percent above the end-of-1980 CPI. This modified 
CPI at the end of September stood at 8.4 percent above the December 31, 1980 
level. The current price freeze and proposed VAT decrease might keep this 
figure below the wage trigger point. 


The Government predicts that the current wage agreements will result in a 
slower growth of wage costs in 1982. As a result, productivity should 
increase, and this, in turn, should bring inflation down toward 6-8 percent 
during the course of 1982, the Government hopes. 


10. LABOR 


Sweden's work force numbers 4.2 million out of the 8.3 million population. 
In September, unemployment reached a high of 127,000 or 3 percent, 
representing a rise of 38 percent since September, 1980. Announced 
vacancies in August 1981 were estimated by the Statistical Bureau at 41,500, 
or 16,000 less than a year earlier and 25,300 less than two years earlier. 
Unemployment could rise to 4 percent at the end of 1981, which would be a 
post-war record, but it should diminish slightly in 1982 if and as the 
expected economic upturn gets under way. 


Hours worked rose by only 0.2 percent from 1980 to 1981, while the labor 
force rose by 1.1 percent. The disparity is explained largely by an 
increase in part-time work. Local governments provided employment for no 
fewer than 38,000 of the 46,000 new workers. 





aj. 


As part of its plan to encourage industry, the Government is proposing a 
modification of the Employment Security (Anman) Law, which makes it 
virtually impossible for a firm to release any employee. Under this 
modification, a trial period of employment of up to six months would be 
allowed in the case of younger workers, who could be dismissed in this 
interval. There is also a government proposal to modify the present 
sick-leave regulations which now permit up to eight working days of paid 
leave with no medical certificate required. 


11. IMPLICATIONS FOR THE UNITED STATES 


While the official data indicate that the U.S. share of the Swedish market 
has held steady at 7.3 percent over the past several years, the data 
includes a sizable and (until 1980) growing figure for payments for oil 
imports, which of course tends to depress the U.S. percentage. The U.S. 
share of Sweden's non-oil imports had in fact been growing appreciably and 
steadily, from 8.6 percent in 1977 to 9.6 percent in 1980. 


This growth was largely generated by the weakening of the dollar in relation 
to the Swedish krona during those years. With the sharp reversal of that 
trend since late 1980, and at the same time a pronounced persistent 
weakening of the currencies of several of the other major supplying 
countries in relation to the krona, U.S. price competitiveness had 
deteriorated considerably. Moreover, while the devaluation of the krona in 
September this year has not altered the relative price competitiveness of 
the various supplying countries (as the currency of each was strengthened by 
a uniform 10 percent), the devaluation has of course dampened the Swedish 
market's propensity to import. 


These dark clouds do not loom as large as might be supposed, however, 
because the price factor is not as important in the Swedish market as in 
most other countries; Swedish customers by and large are more 
quality-conscious than price-conscious. Accordingly, while obviously price 
competitiveness cannot be ignored, the current trends dictate that American 
exporters should stress quality and other non-price factors such as 
servicing. The non-price factor of delivery time is important for some 
products, and in that regard American suppliers to Sweden are generally at a 
disadvantage with respect to their European competitors; careful attention 
and ingenuity in working out carrier services are additional requirements 
for sales of such products. 


Not surprisingly, considering the sophistication of Swedish industry, the 
best growth prospects for U.S. exports to Sweden are to be found at the high 
technology end of the scale. Market research indicates that Swedish imports 
from the United States will have risen at rates exceeding 50 percent over 
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the period 1979-1984 in the following product sectors; the sub-sectors with 
the highest growth potential are indicated in parentheses: 


-- Computers and peripherals, increasing at a rate of 99 percent to a level 
of $480 million (main-frames, mini and micro computers, I/0 devices, 
terminals, memories, data transmission equipment). 


-- Business equipment, 192 percent to $120 million (word processing 
equipment, non-manual typewriters, copiers, micrographic equipment). 


-- Telecommunications equipment, 100 percent to $44 million (mobile radios, 
radio paging equipment, alarm signal equipment and systems, antennas). 


-- Analytic and scientific instruments, 64 percent to $36 million (gas 
analysis equipment, geophysical and surveying instruments, balances, lasers). 


-- Industrial controls, 70 percent to $29 million (process controllers, 
sensing and measuring instruments, on-line analyzers, signal converters). 


Other prospective growth areas include electronic components, medical 
instruments and equipment, food processing and packaging equipment, printing 
and graphic arts equipment, avionics, building products, safety and security 
equipment, and materials handling equipment. 


For consumer goods, with their greater price sensitivity, the outlook is 
cloudier. For example, in recent years U.S. suppliers have captured almost 
5 percent of Swedish imports of apparel, but, in the face of disadvantageous 
exchange rates, it will take luck--in the form of fashion trends--and highly 
intensive marketing efforts to maintain that share, much less increase it. 
The same holds true for sporting goods, a field in which U.S. products have 
been performing extremely well over the past few years but now are bucking 
stiffer price competition. By way of exception to the generally adverse 
trend for consumer goods, prospects are favorable on the whole for products 
aimed at the youth market (teens and early twenties), such as the 
"freestyler" small portable radio/cassette with earphones, and for new kinds 
of products that fill previously unfilled needs or wants, such as video 
recording equipment. 








